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US Trade Wlth MeXiCO However, unlike in 1995, imports too were up by 23.6

percent, causing the 1996 trade surplus to contract to

Gains during the Third $6.5 billion.

NAFTA Year | |
In 1996, the third year of the North American Free Mexico’s Overa” Forelgn Trade

Trade Agreement (NAFTA,) Mexico's foreign trade and the U.S. Share

continued to be affected by the cheap petieR( In 1996, the third NAFTA year, the United States

Apr/May 1996.) The competitive edge Mexico : S
acquired by the devaluation of its currency since the accounted for well over fou_r-ﬂf_ths of Mexico’s exports
and some three-fourths of its imports. Because of the

“peso crisis” in late 1994 boosted the country’s di US le in Mexico's forei rad
exports. By the same token, the dramatic loss of theCommanding u.s. role in Mexicos foreign trade,
among all trading partners it fell mostly to the United

peso’s purchasing power kept Mexican imports in . : :
check. Nevertheless, U.S. exports continued to fareﬁ[]atel\?I to_enatélae Mexico to reverse Its tr:ade '”.‘_ba'a”fe-
better than exports of other countries in Mexico’s e Mexican Government recognizes the positive role
market. the L_Jmted States played in improving the soundness of
Mexico’s overall foreign trade. At his 1996 year-end
press conference, Commerce Secretary Herminio
: Blanco defended the NAFTA by pointing out that
The R0|e of the _Umted States Mexico attained a $12-billion trade surplus in 1996
In Mexico’s Foreign Trade with the United States. This surplus, he explained,
helped offset the $3.2 billion trade deficit Mexico
posted with the European Union and the $5-billion
deficit Mexico had with Asian countries in 1996.

Table 1 shows Mexico’s foreign trade data, the
U.S. share in the country’s exports and imports during
the first two NAFTA years, and Mexican projections
for 1997. According to official statistics, Mexico The United States accounted for Mexico’s 1995
posted a $7.1 billion trade surplus in 1995 (the secondtrade surplus too, as Mexico posted defivitsa-vis
NAFTA vyear,) radically reversing a 4-year string of Europe and Asia. Moreover, the large overall trade
deficits, which in 1994 reached a level of $18.5 billion. deficit Mexico still registered in 1994, the first NAFTA
The 1995 trade surplus resulted from a 30.5-percentyear, was not caused by its trade with the United States
growth of exports and a 8.8-percent decline of imports_ or Canada, but by its trade with Asian countries and the
Exports continued to increase in 1996 by 20.9 percent.EU (IER, Apr. 1999. Thus, during the first three

Table 1
Mexico’s overall foreign trade and the U.S. share

Actual Projected

1994 1995 1996 1997
Exports (billiondollars) ........... .. ... . i 60.9 79.5 96.0 95.9
U.S.share (percent) ..........c.ccoiiiiiiiiiiiinnainn. 84.8 83.6 83.0 82.8
Imports (billlondollars) .......... ... ... o .. 79.4 72.4 83.5 89.6
U.S.share (percent) .............iiiiiiiiiinannan. 69.0 74.3 74.5 74.7
Trade balance (billiondollars) ......................... -18.5 7.1 6.5 4.0

Source: Data are official Mexican trade statistics and projections which include in—bond trade.
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NAFTA years, both before and after the peso crisis, |J.S. Trade with Mexico
both in years of Mexican trade deficits and surpluses,

trade with NAFTA partners had the effect of It can be argued that the NAFTA—first, the
strengthening Mexico’s overall trade balance and expectation of such an accord, then the lowered tariffs
growth. and removal of other trade barriers through its

implementation—boosted U.S.-Mexico trade in both

On the other hand, Mexican data also show that thedirections. ~ According to official U.S. statistics,
country’s post-crisis emphasis on exports, and its two-way trade reached a record $97.7 billion in the
curtailment of imports, was somewhat restrained by first NAFTA year; it continued to rise to $105.7 billion
NAFTA commitments. According to Table 1, the U.S. in the second NAFTA year (due this time solely to the
share in Mexico’s total 1994 exports was 84.8 percent, continued surge of U.S. imports from Mexico,) and
but this share declined both in 1995 and 1996 asreacheds128.9 billion in the third NAFTA year (figure
Mexico diversified its exports to third-country markets. 1). Mexico continued to rank as the third-largest U.S.
At the same time, the U.S. share in Mexico’s imports trading partner, after Canada and Japan, on both the
increased considerably, from 69.0 percent in 1994 to U.S. export and import side, accounting for 9.4 percent
74.3 percent in 1995 and 74.5 percent in 1996, asof both overall U.S. exports and imports.

Mexico shifted its sourcing to NAFTA partners. An ongoing deterioration of the U.S. trade balance

year-over-year percentage changes of total MexicanPeSO crisis, reversing the balance in this trade from a
foreign trade since the peso crisis and trade by selected€ak U.S. surplus of $5.7 billion in 1992 to a $17.7

Bank of Mexico. slowed down, but the U.S. trade deficit widened further

to $19.5 hillion.
The North American market thus received
comparatively less than third-country markets from
surging Mexican exports in the second NAFTA year. In U.S. exports

the third NAFTA year, the growth of Mexican exports U.S. merchandise exports to Mexico increased to a
was fastest to Asia, but negligible to Europe. By the racord $54.7 billion in 1996. The 21.6-percent
same token, North American exporters were [€ss increase of this trade flow in the third NAFTA year
affected by shrinking Mexican imports in 1995 and ¢onirasts sharply with its 8.6-percent decline in 1995
profited more from resurging imports in 1996 than (figyre 1.) Exports to Mexico in 1996 rebounded in
have European and Asian exporters.  For example,g|" major Standard Industrial Trade Classification

NAFTAs tariff provisions protected U.S. exporters (gitc) product categories from their unusually low
from Mexico’s decision in 1995 to raise tariffs from 20 1995 |evels (table 2.)

to 35 percent on textiles, apparel, and footwear articles . . .

imported from countries with which Mexico did not As before, machinery and transportation equipment
have free trade agreements. In fact, it has been argue¥@S the largest export category, since Mexican
that one of the most important achievements of the Producers continued to depend on the capital goods
NAFTA is that Mexico could not fall back on a this U.S.industry provides. These exports, with motor
protectionist trade regime, but is committed to existing VeNicle parts, —electrical - products and electronic

levels of market access and, indeed, to continuing €UiPment being the predominant items in the group
liberalization of trade policies. (table 3,) surged by 25.0 percent and accounted for

45.8 percent of total U.S. exports to Mexico (figure 2.)
Thus, Mexico did not turn around its trade balance Exports rose the fastest (66.0 percent) in the food and
at the expense of NAFTA partners; on the contrary, thelive animals category (table 2). As drought destroyed
reversal of Mexico’s trade balance from a large deficit crops in Northern Mexico, U.S. exports of corn almost
to a considerable surplus affected Mexico’s regional tripled, and exports of soybeans almost doubled
partners less adversely than it has third countries compared with 1995 (table 3.)

Percent change, Percent change,
1995 to 1994 1996 to 1995
Mexico’s Trading Partners Exports Imports Exports  Imports
Total .. 30.5 -8.8 20.7 235
North America ......... ... 29.0 -2.1 21.2 254
EUIOPE . oo 34.5 -25.5 A4 15.2
AT 31.2 -22.5 31.2 16.5
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Figure 1
U.S. trade with Mexico: Exports, imports, and trade balance, 1992-96
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1992 1993 1994 1995 1996

Imports $33.9 $38.7 $48.6 $61.7 $74.2

Exports g $39.6 $40.3 $49.1 $44.9 $54.7
Balance $5.7 $1.6 $0.5 -$16.8 -$19.5

Source: Compiled from official statistics of the U.S. Department of Commerce.

U.S. imports by value of total U.S. mineral fuels’ imports in 1996,
compared with 11.8 percent in 1995. The Government

In 1996, U.S. merchandise imports from Mexico of Mexico reportedly considers more output and
continued their surge to $74.2 billion or by 20.2 exports and the higher prices of crude oil a major

percent (figure 1.) Mexico's share of the U.S. import instrument of the country’s economic recovery.
market rose from 6.7 percent in the pre-NAFTA year

of 1993 to 9.3 percent in 1996As on the U.S. export The sharp increase in 1996 in U.S. imports of
side, machinery and transportation items were the Mexican tomatoes (42.9 percent by value; table 5) is
dominant SITC category, accounting for 54.8 percent Notéworthy.  Even though accounting for a small
of the total (figure 2). U.S. imports from Mexico portion of imports from Mexico, tomatoes constituted
entering under NAFTA provisions constituted an ©ON€ of the most contentious issues between the two
increasing share of the total in each NAFTA year: 63.7 countries during the year. ~ Notable is also the

percent in the first, 71.2 percent in the second, and 74.2continued surge of U.S. aE)pareI imports from Mexico.
percent in the third (table 4.) Imports of men’s and boys’ trousers, one of the leading

U.S. import items from that country, were up by 25.7
Most leading U.S. import items from Mexico, percent. Women’'s and girls’ trousers also became a
many of them motor vehicles or parts in the dominant leading item in 1996 (table 5.) During the year,
machinery category, were up in 1996 (table 5.) Notable Mexico became the world’s largest clothing exporter
is also the 23.7 percent surge in the import value of by volume, displacing Asian countries.  Shared
crude oil, the traditionally leading import item from production, i.e. apparel cut and sewn in Mexico from
Mexico, reflecting predominantly higher prices, but U.S. fabric and returning to the United States,
also a larger volume. Mexico supplied 12.5 percent predominate in U.S. apparel imports from Mexico.



Table 2

U.S. merchandise trade with Mexico, by SITC nos. (revision 3), 1994-96

(1,000 dollars)
SITC
section
No. Description 1994 1995 1996
U.S. exports

0 Food and live animals . ... ... .. e 3,173,114 2,138,786 3,547,511
1 Beverages and tobacCo . ... ... 170,436 73,805 67,654
2 Crude materials, inedible, except fuels . .. ... 2,088,369 2,100,857 2,455,237
3 Mineral fuels, lubricants and related materials . ......... ... .. i 1,009,634 1,275,450 1,504,694
4 Animal and vegetable oils, fats and waxes . ............ . 244,283 362,045 322,546
5 Chemicals and related products, NESI . ...ttt e e 4,359,814 4,211,068 5,062,163
6 Manufactured goods classified chiefly by material .......... ... ... ... . . 6,679,912 6,426,529 8,049,697
7 Machinery and transport @QUIPMENT . . ... ot e 22,840,998 20,068,705 25,080,540
8 Miscellaneous manufactured artiCles . .. ... ... ... ..t e 6,344,476 5,437,018 6,316,266
9 Commodities and transactions not classified elsewhere inSITC ........... ... ... ... . oot 2,225,009 1,936,892 2,279,557

Total all CoOMMOItIES . . ...t e e e e 49,136,046 44,031,155 54,685,865

U.S. imports

0 Food and live animals . . ... ... . 2,862,953 3,828,492 3,650,835
1 Beverages and tobacCo . ... .. i 332,884 400,955 528,479
2 Crude materials, inedible, exceptfuels . .. ... 774,197 1,093,025 961,686
3 Mineral fuels, lubricants and related materials ..............c i 4,975,874 6,012,906 8,024,077
4 Animal and vegetable oils, fats and waxes . .......... ... 10,434 18,845 22,813
5 Chemicals and related products, NESI . .. ...t e e 1,022,243 1,299,219 1,578,881
6 Manufactured goods classified chiefly by material ........... ... ... ... . . . . 3,582,623 4,919,612 5,628,895
7 Machinery and transport eqUIPMENT . . .. .. o e 26,480,892 33,208,578 40,596,350
8 Miscellaneous manufactured artiCles . .. ... . 6,543,989 8,329,981 10,237,485
9 Commodities and transactions not classified elsewhere in SITC ........... ... 2,019,170 2,609,387 2,949,618

Total all comMMOAItIES .. .. .o 48,605,259 61,721,000 74,179,119

Note.—Because of rounding, figures may not add to totals shown. The abbreviation, nesi, stands for “not elsewhere specified or included.”

Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 3

Leading exports to Mexico, by  Schedule B number, 1994-96

(1,000 dollars)

Schedule B
No. Description 1994 1995 1996
9880.001 Estimated “low value” shipments . .. ... ... 1,756,361 1,624,591 1,951,768
8708.99 Parts and accessories of motor vehicles, nesi ........... ... ... . i i 1,775,818 1,605,286 1,868,127
1005.90 Corn (maize), other than seed COrN ... .. .. i 345,189 364,450 1,011,698
8708.29 Parts and accessories of bodies (including cabs) of motor vehicles, nesi .............. 1,498,549 1,350,015 1,007,352
2710.00 Petroleum and oils obtained from bituminous minerals, other thancrude . ............. 689,668 764,615 988,223
8540.11 Cathode-ray television picture tubes, color, including monitors. ....................... 471,568 567,622 917,180
3926.90 Articles Of plastiCs, NESI .. ... o 664,476 656,829 880,137
1201.00 Soybeans, whether or not broken . ......... . . 536,717 485,346 858,812
8473.30 Parts and accessories for automated data processing machines and units . ............ 2631,536 2599,517 834,572
8538.90 Parts for electrical apparatus for electrical circuits; for electrical controlnesi ........... 368,575 447,577 697,303
8544.30 Insulated ignition wiring sets for vehicles, ships oraircraft ........................... 719,065 557,949 685,678
8703.24 Passenger motor vehicles with spark-ignition internal-comb reciprocating piston
engine, cylinder capacity over 3,000 CC .. ... .ttt 354,163 179,264 590,874
8542.30 Other monolithic integrated CIrCUILS . . ... ...\ttt e e ® ® 566,752
7326.90 Articles of iron or steel NESI ... ... i 303,940 385,506 536,455
8534.00 Printed CIrCUITS . .. ..ot e e e e e 192,632 426,788 528,647
8536.90 Electrical apparatus for switching or protecting electrical circuits, nesi ................. 368,833 493,976 522,885
8542.40 Hybrid integrated CIrCUILS ... ... ...ttt e e e e e e 4 4 494,690
4819.10 Cartons, boxes and cases corrugated paper and paperboard ........................ 364,681 442 815 471,489
8504.90 Parts for electric transformers, static converters, and inductors .. ..................... 5514,832 5543,527 442,410
9401.90 Parts of seats (except medical, barber, dental, etc.) ......... .. ... ... .. L. 402,683 427,819 442,382
7318.15 Threaded screws and bolts nesi of ironorsteel ........... ... ... .. . ... 196,799 245,759 422,776
8409.91 Parts for spark-ignition internal-combustion piston engines, nesi ..................... 284,232 387,374 392,166
8503.00 Parts of electric motors, generators and Sets . ............ i 311,522 302,755 390,693
8529.90 Parts, nesi, for radar, radio, televison, etc. transmission, except antennas ............. 487,175 571,486 340,256
8471.50 Digital processing UNItS, NESI .. .. ... out it e e e e e ®) Q) 337,634
Total Of IteMS SNOWN . ... 13,239,015 13,430,867 18,180,959
Total OtNEr ..o 35,897,031 31,449,910 36,504,906
Total all commOdities . ... e 49,136,046 44,880,776 54,685,865

1 Special “Census Use Only” reporting number estimating low-valued exports.

2 Prior to 1996, exports under this item included products now reported under Schedule B 8473.50 part.
3 Prior to 1996, exports reported under Schedule B 8542.11part, .19 part, .20 part, and .80 part.

4 Prior to 1996, exports reported under Schedule B 8542.20 part.

5 Prior to 1996, products now reported under this item, also were reported under Schedule B 8473.30 part.

6 Prior to 1996, exports reported under Schedule B 8471.91 part.
Note.—Because of rounding, figures may not add to totals shown. The abbreviation, nesi, stands for “not elsewhere specified or included.”

Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 4
Analysis of U.S.-Mexico production sharing trade, 1991-96

Item 1991 1992 1993 1994 1995 1996
Total imports fromMexiCo ..., 30,445.1 33,934.6 38,667.7 48,605.3 61,721.0 74,179.1
U.S. imports under production sharing provisions of

HTS 9802:1 ..

Totalvalue . ... 14.334.3 16,502.0 18,992.3 23,068.2 24,962.3 27,924.3

Percentof total imports ............. .. ... i 47.1 48.6 49.1 47.5 40.4 37.6
U.S. components in HTS 9802 imports:

Totalvalue ... 7,254.8 8,691.9 9,887.0 11,608.4 12,832.8 15,355.5

Percent of HTS 9802 imports ..., 50.6 52.7 52.1 50.3 51.4 55.0

Percent of total Imports .. .......... .. 23.8 25.6 25.6 23.9 20.8 20.7
U.S. imports under NAFTA:2

Total ValUue ... NAS3 NA3 NA3 30,953.6 43,926.6 55,075.9

Percent of total ImMports . .............c.oiirieiein ... NA3 NA3 NA3 63.7 71.2 74.2
U.S. imports entering under both NAFTA and 9802:

Total ValUue ... NA3 NA3 NA3 14,504.5 16,721.1 20,388.3

U. S.COMENE ettt NA3 NA3 NA3 7,215.1 8,674.4 10,848.9
Total exportsSto MexiCo .. ... 33.275.8 39,604.9 40,265.5 49,136.0 44,880.8 54,685.9
U.S. exports of components 9802 operations as a

percent of total U.S. exports ..., 7,354.1 21.9 24.6 23.6 28.6 28.1

U.S. merchandise trade balance with Mexico® ............... 21.8 5,670.3 1,597.8 530.8 -16,840.2 -19,493.3

1 The production sharing provisions of HTS heading 9802 are 9802.00.5010, 9802.00.60, 9802.00.80 and 9802.00.90.

2 Some import entries from Mexico declare eligibility for preferential tariff treatment under both NAFTA and heading 9802; such entries are reported in the totals
for both imports under HTS heading 9802 (and U.S.-made components in HTS 9802 imports) as well as imports under NAFTA.

3 Not applicable. NAFTA entered into force on January 1, 1994,
4 The hyphen (-) symbol indicates loss or trade deficit, or not applicable.

Source: Compiled by U.S. International Trade Commission staff from official statistics of the U.S. Department of Commerce.
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Figure 2
U.S. trade with Mexico: Exports and imports, by product sectors, 1996

(Billion dollars)

Machinery/equipment
$25.1 (45.8%)
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Fuel/raw materials

—— All other goods
$8.9 (12.0%)

$2.9 (3.9%)
U.S. Imports = 100%

Note.—Because of rounding figures may not add up to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 5

Leading imports from Mexico, by HTS items, 1994-96

(1,000 dollars)
HTS
No. Description 1994 1995 1996
2709.00 Petroleum oils and oils obtained from bituminous minerals, crude ............................. 4,594,008 5,681,586 7,032,759
8703.23 Passenger motor vehicles with spark-ignition internal-combustion reciprocating
piston engine, over 1,500 but not over 3,000 CC .. .. ...ttt e 4,054,241 5,478,466 5,972,387
8544.30 Insulated ignition wiring sets and other wiring sets of a kind used in vehicles, aircraft or ships .. ... 2,504,442 2,717,792 3,013,814
8528.12 Incomplete or unfinished color reception apparatus for televisions ............. ... ... ... ...... O] O] 2,725,954
8703.24 Passenger motor vehicles with spark-ignition internal-combustion reciprocating
piston engine, cylinder capacity over 3,000 CC . ..ottt it e 934,475 871,675 2,267,745
8704.31 Motor vehicles for transporting goods, with spark-ignition internal-combustion
piston engine, gross vehicle weight not exceeding5mt ......... ... .. i 523,216 1,297,014 2,176,852
9801.00 U.S. articles exported and returned, not advanced or improved in condition;
animals exported Or retUrNed . . .. .. .. ...ttt 1,471,917 1,923,081 2,043,373
8407.34 Reciprocating spark-ignition piston engines, of a cylinder capacity over 1,000cc ................ 561,675 1,275,846 1,372,663
8525.10 Transmission apparatus for radio or television . ............ . . . i 528,632 806,657 1,081,821
8471.30 Portable digital automated data processing machines not exceeding 10 kg, with at least a CPU,
keyboard and diSPlay . .. .. ...t ® (3 1,034,153
8527.21 Radiobroadcast receivers for motor vehicles . ............ . 474,496 918,188 1,005,551
9401.90 Parts of seats (except medical, barber, dental, etc.) .......... ... .. 721,486 765,097 938,360
8473.30 Parts and accessories for automated data processing machinesand units ...................... 587,567 810,082 924,133
8704.21 Trucks, nesi, diesel engine, gross vehicle weight not exceeding5mt .......................... 119,864 466,836 818,695
8529.90 Parts, except antenna, for transmission, radar, radio, television, etc.,nesi ...................... 807,396 874,170 782,156
8708.99 Parts and accessories of motor-vehicles, NeSi ... ...t e 488,672 680,803 774,685
6203.42 Men'’s or boys’ trousers, bib and brace overalls, breeches and shorts, not knitted or
crocheted, Of COttON . .. ... i 371,952 593,094 745,376
8708.21 Safety seat belts for motor vehicles ... ... ... 881,559 646,788 702,186
8471.60 Input or output units for automated data processing machines ............ ... ..., “ 4 601,535
0702.00 Tomatoes, fresh or chilled . . ... ... e 315,448 406,081 580,349
9999.95° Estimated “low value” sShipments .. ... ... e 343,085 425,357 498,012
8504.40 SHALIC CONVEITEIS .. .. o\ttt ettt e e e e e e e e e e e e e e 322,3806 388,7216 480,035
8415.90 Parts, nesi, of air conditioning Machines . .......... ... i e 240,347 315,754 478,880
0901.11 Coffee, not roasted, not decaffeinated . ............. ... i 267,474 508,372 472,674
6204.62 Women'’s or girls’ trousers, bib and brace overalls, breeches and shorts, not knitted or
crocheted, Of COtION . ... ..ot e e e e e e e e 220,493 330,493 451,217
Total of IteMS ShOWN . . ..o 21,334,826 28,181,955 38,975,364
TOtal OtNEr . . o 27,270,433 33,639,045 35,203,755
Total all commMOdItIES . .. ..o 48,605,259 61,721,000 74,179,119

1 Prior to 1996, imports reported under HTS 8528.10 part.

2 Prior to 1996, imports reported under HTS 8471.20 part.

3 Prior to 1996, imports under this item included products now reported under HTS 8473.50 part.
4 Prior to 1996, imports reported under HTS 8471.92 part.

5 Special “Census Use Only” reporting number estimating low-valued imports.

6 Prior to 1996, products now reported under this item, were reported under HTS 8471.99.32 and .34. Trade data were adjusted to reflect this coverage.

Note.—Because of rounding, figures may not add to totals shown. The abbreviation, nesi, stands for “not elsewhere specified or included.”

Source: Compiled from official statistics of the U.S. Department of Commerce.



April 1997 International Economic Review

Production sharing to a lesser extent from the Caribbean Basin, boosting

. o o thereby U.S. textile mill exports to Mexico.
Close geographic proximity permits intra-country

o P : . U.S. imports of jointly produced products
specialization within industrial sectors, and production . :
sﬁaring between the United States and I\Blexico hasmcreased sharply during the NAFTA years from $19.0

: : ) : billion in the pre-NAFTA year of 1993 to $25.0 billion
g? e%‘g?ﬂg?é;ﬂ U;[rsédl\élextlgzgstraggéc;r y\(/avilen Mtl;](;h in 1995 and $27.9 billion in 1996. This trend reflected

machinery and equipment sector and in the textiles andthe growing price-competitiveness of production

; : shared with Mexico, caused by the cheaper peso and
U.S. producers of labor-intensive articles to compete of I\/_Iexman apparel sewn _from US fabridet, the_
with imports from Asia on the U.S. market: at the portion of shared-product imports in the total declined
same time benefiting Mexico by creating jobs, and steeply from 49.'1 percent to 40.4 percent and 37.6
transferring U.S. managerial and technological percent, respectively, owing to the surge in t_he rest of
know-how to Mexican establishments. U.S. imports from Mexico in the NAFTA period.
o ) ) ) In October 1996, the Government of Mexico put
The facilities involved in production sharing on the geyeral modifications of the magquiladora program in
Mexican side have generally been the “maquilas,” i.e. gffect, simplifying administrative procedures, —pro-
in-bond production units, established since 1965 U”derviding incentives for the use of more Mexican and
Mexico’s Border Industrialization Program. The other North American content in the sector’s pro-
magquiladora program permits imports of raw material, duction, and promoting greater integration of the
containers,' packing material, fuel, Iub.ricants, spare maquiladora into the Mexican economy. By the year
parts, equipment, and machinery without paying 2 001, maquilas will operate as any other Mexican firm
import duties or the value-added tax, provided those (IER, Feb./Mar 1996.) The complementarity of the

imports were used to produce goods for exports. They s and Mexican economies should nonetheless
bulk of these imports originate in the United States as gstain incentives for production sharing.

the maquilas use only an estimated 2 percent of their
supplies from domestic sources.

U.S. exports to production-sharing operations in ReQUIatory Reform

Mexico continued to grow in the NAFTA period in the OECD
unaffected by the peso crisis, because these operations,

as before, depended on U.S. goods. Exports of U.S.

components and materials gained relative significance N @y Dimensions in Market
after the peso crisis, accounting for 23.6 percent of

overall U.S. exports to Mexico in the first NAFTA Access

year, 27.7 percent in the second, and 28.1 percent in  The “globalization” of industrial production—
the third (table 4.) prompted in large part by recent technological

Products resulting from production sharing reenter advang(t;s—led in the early 199|QS to akn mcrfezsmg
the United States under Chapter 98 of the Harmonized'€c09nition among economic policy makxers of how

Tariff System (HTS). Since the United States levies deepening economic integration has given rise FO. hew
duties only on the value added in Mexico and the U.S. aspects of market access. As recognized by Ministers

; . from member countries comprising the Organization
input returns duty-free, the overall rate of U.S. duty in : ;
this import category is reducedMlany such imports for Economic Cooperation and Development (OECD),

actually qualify for and enter at NAFTA rates, further this broader approach to market access now ranges

lowering the tariff burden. Fifty-five perceat these frclum t:?dte policies Ito ||nvest(rjner:_t to t_pﬁ compjlﬁ:[tlt!on
imports consisted in 1996 of U.S. components ruies that govern local production. € quaiitalive

returned after further processing or assembly in Qeepen!ng of the ”atF”e and .degree of openness in
Mexico. Therefore. U.S. content returned accountedmternaﬂonal markets is sometimes referred to under

- . the OECD rubric of “market contestability.” It goes
for 20.7 percent of all U.S. imports from Mexico. well beyond the traditional tariff and nontariff barriers

The NAFTA permits duty-free entry of apparel at the border that were the past focus of multilateral
from Mexico that is sewn from U.S.-cut fabric, and liberalization efforts. Under this new approach,
many U.S. apparel companies have since establishedMinisters have begun to focus on unequal conditions in
sewing operations in that country, bringing the number national markets in areas such as investment,
of textile and apparel maquilas to 636 by 1996e regulatory affairs (itself ranging from product
majority of these firms have shifted production from standards to licensing of services to merger review
Asia, where Asian fabric was typically employed, and procedures), structural differences in the functioning of

11
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markets, and the like. The aim of this broader approachOf greater concern, perhaps, is the effect of regulatory

is to rein in government measures and private practicesreform on job creation, where the increased economic

that impair the efficient functioning of markets and to activity associated with regulatory reform and its

restrict the openness of national markets to global subsequent industry rationalization has at times been

competitors. insufficient to offset the job losses resulting from such
regulatory changes.

o ; The report considered that the core objective of
Ministerial Mandate and Work regulatory reform is to improve economic performance
Plan through increased productivity, job creation, and

In their May 1995 communique, Ministers overa!l competitiveness while still retf_;li_ning the_ pu_blic
requested the OECD Secretariat to “examine the bene_ﬂts of regulatory programs. Additional objectlve§
significance, direction and means of reform in ©&n include better responsiveness to consumer choice
regulatory regimes, and undertake exploratory work on @d consumer demands for convenience and faster
corporate governance.” Ministers pledged in this t€chnological innovation in such sectors as
regard to “promote initiatives for domestic regulatory COmmunications, —transport, and energy; greater
reform aimed at positive structural adjustment, government effectiveness in maximizing national
especially when they lead to the liberalisation of trade €conomic wealth, or other national objectives; and
and investment flows.” Ministers endorsed a IMProved capacity of national regulatory systems to
preliminary work plan on regulatory reform in their attain regulatory goals within a globalizing world
May 1996 communique, developed out of initial €cOnomy.

discussions, saying that “well-founded reform will Regulatory reform of different types and degrees
improve economic_efficiency and growth, promote .5 heen underway in OECD countries since the

technological innovation, serve consumer interests, .i4.1980s. Some sectoral examples of increased

support international trade and investment, and consymer gains after deregulation are air transport in
enhance government effectiveness. the United States (1978), New Zealand (1983), and
The preliminary plan calls for an OECD-wide Australia (1991); road transport in the United Kingdom
study to be presented to Ministers at the May 26-27, (1980) and France (1986); the electricity market in
1997 Ministerial meeting. The focus of the study is the Norway (1990); and telecommunications in Japan
broader category of “regulatory reform” rather than its (1985) and the United Kingdom (1991). More recently,
subset of “deregulation,” stressing more efficient Japan and Mexico have also embarked on deregulation
regulations and benefits of reform such as creatinginitiatives.
jobs, reducing waste, and encouraging competition.
This OECD-wide study was designed to draw support , : : .
for reform from among the broader private and public centered around: (1) increasing market incentives for

sectors, to offset the asymmetry between over- €fficiency and innovation, and (2) improving the
represented special interest groups in regulatoryq“a“ty of needed regulations. National experiences

matters and the broader majority that is much more With these strategies have suggested that where

thinly represented but more likely to benefit from such industries —are  structurally — competitive, ~market
overall reform. incentives—through reforms such as targeted

dismantling of barriers to entry and exit, of price

controls, and of other restrictions on competition—
produce greater benefits. Common instances of this

Regulatory Reform Context situation include privatization of state-owned
The context for the regulatory reform initiative was enterprises and permitting incipient competition
set out in a preliminary report presented at the 1996against traditional monopoly suppliers. Where
Ministerial. Although regulations can produce social industries are not structurally competitive, regulation
benefits by remedying market failures—for example, of such market failure is likely to be warranted and
environmental and consumer protection, health andpublic monopolies are often established. However,
safety, and labor protection, regulations can also haveprivatization of a monopoly provider to make use of
incidental but costly effects. Direct costs of compliance economic incentives within a regulatory framework
with regulations can be high, especially for small may produce greater gains in productivity and
businesses, and indirect costs can also be significantinnovation. Such a framework can be used to prevent
Permits and licenses that protect the public can private price fixing, anticompetitive mergers, and
increase business uncertainty that, in turn, delays ordominant firms from obstructing the emergence of
reduces investment. Even slight variations in product competitors. Simple privatization of government-
standards can act as a disguised indirect trade barrierowned monopoly without a regulatory framework may

Primary strategies used in these reform efforts have
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well result in worse performance, however, than that recommendations are likely to fall under three
exhibited by a public monopoly. categories that suggest that governments should (1)
implement principles of good regulation, (2) establish
procedures for good regulation, and (3) implement
Regulatory Reform Workshop and supporting policies. A draft of the forthcoming report
Symposium sets out eight recommendations in these fields—

In July 1996, the OECD Trade Committee held a Requlatory Princioles
workshop  entitled  “Regulatory Reform and g y P
International Market Openness.” The workshop
addressed six areas—

e Adopt and maintain only regulations whose
costs are justified by benefits and that attain
their objectives at lowest cost, taking acount

* Assessing experiences with regulatory e Promote competition and efficiency
barriers; throughout the economy;
e Search for international mechanisms to e Eliminate regulatory barriers to trade and
promote reforms; investment and strengthen international
principles;

¢ How to make mutual recognition of
regulatory regimes workable and effective;

. . . Regulatory Processes
e Use of competition policy to facilitate ) ]
market access in relation to regulatory * Systematically review, update, and
reform: and streamline existing regulations;
e Estimate potential impacts and consult with
affected parties before adopting new
regulation;

Create engines of reform to oversee and
promote regulatory reform;

e Overall assessment of the impact of
regulations on market access.

In December 1996, a symposium was also held in
Tokyo, Japan, jointly organized by the OECD and
Japan’s Ministry of International Trade and Industry,
Ministry of Foreign Affairs, and industrial federation, ) o
Keidanren. One consistent message that emerged fronpupporting Policies
both the workshop and the symposium was the need ¢ Expand the scope and effectiveness of

for multilateral support for regulatory reform so that competition policy;

reformers might continue to advance initiatives to « Identify important impacts on other public
improve both efficiency and market access. The policy objectives, and develop coordinated
symposium concluded from work focused on five reforms to reduce negative impacts while
sectors—electricity, airlines, trucking, telecommuni- retaining the benefits of more efficient
cations, and retail distribution—that productivity was markets.

higher in sectors exposed to stronger competition,

whether domestic or foreign. The full final report will further include six

sectoral studies covering (1) telecommunications, (2)
professional services, (3) electricity, (4) financial
. services, (5) the agro-food sector, and (6) product
1997 Report to Ministers standards. Each will elaborate the current status of
The core objectives of regulatory reform are to regulatory reform in OECD countries; the most
promote better economic performance by making important regulatory issues that affect economic
economies more dynamic and flexible, to improve performance including policy linkages that make
government effectiveness in protecting social values reform more difficult; any transitional or sequencing
and, finally, to contribute to global economic issues during sector reform; and finally, will seek to
integration. To reach these objectives, the 1997 reportdraw policy lessons. The final report will also address
to OECD ministers is expected to draw policy lessons (1) the economy-wide effects of regulatory reform; (2)
for OECD countries concerning regulatory reform. The competition, consumers, and regulatory reform; (3)
report will seek to demonstrate both the benefits andindustrial competitiveness, innovation, and regulatory
how to manage the potential costs of regulatory reform, reform; (4) market openness and regulatory reform;
identify various reform strategies including active and and (5) regulatory quality and public sector reform,
decisive reform plans (as opposed to piecemeal efforts)aimed first at the changes needed in the public sector
and perhaps most important, identify recommendationsand then followed by ways to sustain regulatory
to reform regulatory policies. The report’s initial policy reform.
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The draft report considers that regulatory reforms also formally agreed to technical changes in NAFTA
are likely to increase productivity, lower prices, and rules of origin intended to ensure that prior negotiated
could eliminate shortages. Additional benefits would concessions were not undermined by subsequent
include increased innovation as well as more consumerchanges in tariff classification. Outstanding concerns,
choice. Such benefits are expected to ultimately boostnotably regarding telecommunications standards,
economic growth which, the draft suggests, could cross-border transportation, government procurement,
amount to as much as a 5 or 6 percent increase in GDRnd sanitary and phytosanitary restrictions on
in some countries such as Japan, Germany, France, andgricultural produce, were also discussed, but no
Spain, following full adjustment to changes in resolution announced. The Ministers directed their
regulatory policies over the “long run.” However, this negotiators to begin another round of tariff acceleration
long-term adjustment would vary by sector and by negotiations by May 1 and to conclude such talks by
country, and, admittedly, could take anywhere from December 15. They said discussions would occur
several years to perhaps several decades. Wherea®wards the creation of a new trilateral institution
some countries consider this growth estimate known as the NAFTA Coordinating Secretariat that
exaggerated, they nonetheless foresee in coordinatedvould provide support to the NAFTA Commission.

regulatory reform efforts the chance to increase the o , ,
benefits from trade and investment flows. NAFTAs implementation has proceeded fairly

Governments also see advantages to regulatory reforny/€ll; despite the peso crisis. Tariffs have continued to
that can harness the innovation of the private sectorf@ll in line with agreed schedules, most investment

through the use of incentives to achieve better results™eStrictions and non-tariff barriers are being phased
for broader social policies. out, and cooperation on various aspects of trade

) administration and regulatory policy continues. Efforts
Although further study of the issue of regulatory 4 jgentify and reduce standards-related obstacles to

reform may hinge on the extent of funding available, 5tomotive trade and trans-border rail transport have
both the OECD Secretariat as well as individual gchieved some success.

members such as the United States and Japan, are
hopeful that the May 1997 report can provide the three ~ Some elements of implementation have proven
practical results of (1) a gauge of the benefits to be problematic, however. Unpredictable administration of
gained from a broad regulatory reform effort, (2) a tariff-rate quotas on agricultural products; onerous
compendium of sectoral “best practices” resulting from labeling and certification requirements for consumer
regulatory reform, and perhaps most important, (3) goods, processed foods and apparel; outstanding
policy recommendations for future use that do not just weaknesses in intellectual property rights protection;
tinker with individual regulations but instead set up a unequal operating conditions for U.S. small package
more efficient and transparent procedure for delivery services; and technical standards and testing
developing future regulations. procedures for telecommunications terminal equipment
are all areas where the United States has experienced
problems with Mexico's NAFTA implementation,

NAFTA Commission Meets according to United States Trade Representative’s

(USTR'’s) recently released annual report and trade

Amidst Debate Over policy agenda. A lack of transparency and
’ : predictability in Mexico’s administration of trade rules
ACCOfd S EXpanSIOn is a consistent theme in these complaints. In Canada’s

The NAFTA Free-Trade Commission, which is Case 'high post-Uruguay Round agricultural t'ariffs,
comprised of Trade Ministers from the United States, SuPsidies for lumber and wheat, and protection of
Canada, and Mexico and is charged with overseeingCU|tural mplustrles have remained irritants, largely d_ue
NAFTASs operation, held its third meeting on March © 9aps in NAFTAs coverage and differences in
20, 1997. The Commission reviewed NAFTAs OPinion over the rules that do exist.
::gsleoﬂtecrg%tgmofatnhded:zl::‘fiizd V?/:;Stgg‘:ég?n':ige;ﬁ Tahne For their part, Mexico and Canada share concerns
A ; over U.S. unilateralism, especially with respect to
initial list of several dozen products for which the oims-Burton. Mexico hgs re?aliated foF usS.
phﬁsg-cl)ut ?ff tariffs will occur on an accelerated g4tequard measures on broomcorn brooms, objects
schedule, effective July 1, 1997. strenuously to U.S. delays in implementing scheduled

Ministers received and adopted reports from over cross-border trucking provisions, and has expressed
20 committees and working groups charged with frustration with U.S. slowness in resolving animal and
overseeing day-to-day NAFTA administration. Among plant health-related restrictions. Canada has also

. g . . .
them was a report by the working group on trade called into question U.S. implementation of sugar
remedies, whose work is now completed. Ministers quotas and the U.S. sugar re-export program.
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